markit

4th floor tel +44 20 7260 2000
Ropemaker Place fax +44 20 7260 2001
25 Ropemaker Street www.markit.com
London

EC2Y OLY

United Kingdom

Markit Commentary
November 10" 2015

Portugal risks remain isolated among periphery

A populist political coalition looks set to derail Portugal’s economic plans, but risks so far remain

muted and isolated.

— Portugal’s 10-yr bond yield widened to 2.85%, a five month high
— Credit risk in Europe’s periphery, Italy and Spain, has shown little signs of contagion so far
— Portuguese CDS trading volumes remain low despite the surging CDS spreads

Five months after Greece gave into pressure
from its creditors and agreed to a third bailout,
another political upheaval could be daunting
the eurozone. Over the weekend Portugal’s
Socialist party teamed up with fellow leftist
groups in an attempt to overthrow the current
regime. As we have already seen this year in
Greece, Brazil and Turkey, political
uncertainty leads to economic uncertainty,
and market participants are quick to react.
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Yields on 10-yr Portuguese government
bonds rose to 2.85% as of yesterday’s close,
the highest level since July 9", according to
Markit's bond pricing service. Even though
yields have since retracted 10bps this
morning, they remain 46bps wider than at the
beginning of October as political tensions
brewed. The shorter end of the Portuguese
yield curve, however, remains calmer, with 2-
yr yields tightly range bound, suggesting little
short term panic as of yet.
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Isolated case
Eurozone sovereign 5-yr CDS spread (bps)
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While the events in Portugal naturally draw
parallels with the Greek crisis (populist anti-
austerity group rising to power), the effect on
credit markets has been anything but.
Portugal's 5-yr CDS spread, a measure of
perceived credit risk, has risen to 200bps,
30bps wider over the past week. But unlike
past instances of eurozone disruption,
contagion among peripheral names has been
absent. Italy and Spain, whose credit risk
widened in tandem with Portugal’'s during
July’s Greece crisis, has seen 5-yr CDS
spreads widen only 2bps and 3bps,
respectively, this week.

Expectation of further bond buying from the
ECB has helped bring peripheral yields down,
keeping risk isolated in Portugal. The
eurozone’s dynamic has also changed after
July’s Greek crisis, when Syriza was met by
EU hardliners. Any other populist uprisings
may also be challenged by the same stiff
opposition, which could be another reason
signs of contagion are little.
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Investors not running for cover
Portuguese republic CDS market activity
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Despite a spike in Portugal’s credit risk, CDS
investors have so far remained on the side-
lines. According to DTCC, notional trading
volumes have remained low in comparison to
previous bouts of volatility, in July and most
recently in August. The political tensions,
which have gathered over the past month
have yet to unnerve investors, with the CDS
trade count actually progressively falling over
the last three weeks, suggesting little appetite
to hedge credit risk. Whether this picks up
remains to be seen, but the data shows the
current risks investors adhere to are far more
on a macro level than micro.

Neil Mehta

Fixed Income Analyst

Markit

Tel: +44 207 260 2298

Email: neil.mehta@markit.com

For further information, please visit www.markit.com

The intellectual property rights to this report provided herein is owned by Markit Group limited. Any unauthorised use, including but not limited to copying, distributing, transmitting or
otherwise of any data appearing is not permitted without Markit’s prior consent. Markit shall not have any liability, duty or obligation for or relating to the content or information (“data”)
contained herein, any errors, inaccuracies, omission or delays in the data, or for any actions taken in reliance thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy or sell any particular security, financial instrument or financial service. The analysis provided in this report is

of a general and impersonal nature. This report shall not be construed as providing investment advice that is adapted to or appropriate for any particular investment strategy or portfolio. This
report does not and shall not be construed as providing any recommendations as to whether it is appropriate for any person or entity to “buy”, “sell” or “hold” a particular investment.

compiled by markit


https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0CCIQFjAAahUKEwjO1s7pkIbJAhUJ_XIKHVZ_A4w&url=http%3A%2F%2Fwww.swapsinfo.org%2F&usg=AFQjCNEJ1fHb0TUaUYarpk_n_8y5ZTp7Lg&sig2=ulxrEcsmYZJ1nAQeotzUUQ&bvm=bv.106923889,d.bGQ

